This study analyzes the role of public capital in regional economies and inter-regional economic disparity by means of a regional econometric model for Pakistan. The regional disparity measures show that a sizable disparity in per capita incomes and labor productivity continuously persists among the regions of Pakistan. The efficiency of public capital and private inputs has been analyzed by estimating regional production functions, and the results indicate that the public capital has been more efficiently used in relatively advanced region, whereas a small share of private capital has been allocated to relatively backward region. The tests of technological difference show that the two regions utilize different technologies in their production process, which causes the interregional economic disparity between the regions. The simulation analysis on the basis of the adopted structure of regional econometric model suggests that interregional disparity and the efficiency of the national economy are strongly affected by changing the regional allocation patterns of private capital stock and the level of national public capital.
Introduction
Besides Pakistan's many economic problems, interregional disparity is one of the striking issues of the country for which the government of Pakistan is also deeply concerned. Since the issue of interregional imbalances has economic, social and political implications, this study intends to examine the causes of interregional disparity among the regions of Pakistan, and suggest remedies to cure the problem.
In the context of Pakistan, of course several studies have examined the issue of regional disparity in the literature, for example Arshad (1989) , Chaudhary (1990) , Sampath and Anwer (1996) measured the extent of regional disparity among regions of Pakistan over the time, but those studies generally failed to explain the real economic causes of disparity among regions. Furthermore, only a few studies, for example Looney (1993) , De Kruijk (1986), Pasha and Hasan (1982) have incorporated the role of infrastructure investment in economic development and regional issues and they mainly relied on approaches such as factor analysis or Vector Auto Regressions (VARs) models. Recently, Khan and Sasaki (2001) have empirically analyzed the roles of public capital in Pakistan economy on the basis of production function and private investment function.
This study intends to take up the issue of disparity by incorporating infrastructure as an argument and construct regional production, investment, and demographic models in order to examine the causes of and suggest remedies to resolve or minimize interregional disparity in Pakistan.
It is generally hypothesized that the process of economic development may lead to income inequalities among regions. Kuznets (1955) described there exists an inverted U-shaped relation between income equality and economic development. Williamson's (1965) widely cited study generally supports the Kuznets hypothesis for developing economies. Hoover (1971) pointed out that agglomeration economies play an important role in the concentration of economic activities, at a certain location or region. In case of Pakistan since it's inception economic activities are generally concentrated in some specific regions, which facilitated their development relatively faster than the others. The government's provision of infrastructure, which is supposed to promote the productivity of private inputs in most industrial sectors and thereby to stimulate private sector's activities and the pace of economic development, also concentrated to the same preferred regions. Therefore, inadequate provision of public infrastructure hampers the private capital formation and the agglomeration economies in relatively lagging regions, which could be a cause of their underdevelopment.
Pakistan is administratively divided into four regions (provinces), Punjab, Sindh, NWFP (North West Frontier Province), and Balochistan (see Fig. 1 ), and these regions are highly heterogeneous in terms of size, population, level of economic development, income and labor productivity. The disparity measures, coefficient of variations of per capita income, labor productivity and employment ratio among the four regions (1) shown in Table 1 reveals that the disparity in per capita income fluctuates during 1972 to 1997 between 0.27 and 0.28, showing a slightly upward trend. The coefficients of variation of labor productivity and employment ratio among regions indicate increasing trend. Table 2 indicates the tendency in the growth of per capita income in regions. Form the Table it is clear that during different time periods the average growth rate of per capita income in Balochistan region is relatively lower than other three regions. Unless some policy measures are under-taken to boost up economic activities in this particular region, the growth rate of per capita income will remain lower relative to other regions.
We also grouped the regions into two broad categories, namely relatively advanced regions and backward regions. Sindh and Punjab are referred to as relatively advanced region while Balochistan and NWFP, as relatively backward region. The disparity measures are reported in Table 3 , which indicates that disparity in the case of two regions is relatively smaller than the four-region case, although the pattern is almost the same. The difference in the size of regional disparity in the two cases is mainly due to specific distribution of population between two-regions and four regions. Comparing the extent of disparity of three different measures, 1990 , and after that it is almost doubled during 1995 and 1997. Similarly the disparity in employment ratio between two regions increases over the time and reached 0.22 in 1990 and remained in the range of 0.31 during 1995 and 1997. (2) It is necessary to analyze the regional disparity issue and its association with economic infrastructure, and how the regional differences in income and labor productivity are associated with the productivity of public stocks and allocation of public and/or private capital stocks. On the basis of such an analysis useful policy measures might be suggested at national and regional level to induce national production and reduce the regional imbalances.
The paper is organized as follows. In Sect. 2 we present a brief discussion about sources and regional data problems. Section 3 analyzes the regional production functions by incorporating public capital stock as an additional argument. Section 4 examines regional population and labor functions. In Sect. 5 we present regional econometric model and simulation results. Finally, Sect. 6 states concluding remarks.
Data: Sources, Stocks Series and Regional Data Problems
Most of the national and sectoral time series data for the years 1972-97 used in the analysis were collected from secondary sources. The main sources are Pakistan Economic Survey, State Bank of Pakistan Annual Report, United Nations Yearbook on National Accounts Statistics, and Labor Force Survey. The government in Pakistan uses national-sectoral rather than regional-sectoral classification for product accounts. Also regarding the public investment, the federal government allocates funds on sectoral basis rather than on provincial/regional basis. The government typically surveys the situation in the national context and allocates resources to sectors based on its assessment of that sector's potential to contribute to national development. Other considerations are often accorded secondary importance. Under this situation, regional data, especially, on public and private stocks are not available at all. (4) 
Regional Production Function Analysis
In the subsequent sections, the disparity between two regions rather than among four regions is analyzed because of the limited data availability. The relatively advanced regions are referred to as Region 1 while the relatively backward regions as Region 2.
We intend to examine to which extent the differences in regional income and labor productivity are associated with productivity of public capital stocks and allocation of private capital stocks. As discussed above, regional data on public and private stocks are not available at all. The data on public capital stocks is available only at national level and the data on private capital stocks are available at national sectoral level. Given such data constraints, we have devised a method, which could help in explaining the regional disparity.
The specified regional aggregate and regional sectoral production functions with three inputs, respectively, are shown in (1) and (2) . Regional aggregate production function:
and it's statistical form is: 2 We also calculated disparity measures for sectoral per capita income, labor productivity and employment ratio respectively. Among the regions disparity in per capita income and labor productivity is highest in manufacturing sector and lowest in agriculture sector while disparity in employment ratio is relatively high in manufacturing, services and trade sectors. 3 Since the study intends to analyze the role of public capital stocks at regional sectoral level in Pakistan's economy, we adopted the following sectoral classification for the analysis: 1. Agriculture sector including fishing, forestry, hunting and animal husbandry; 2. Manufacturing sector including mining and quarry; 3. Energy sector including gas and electricity; 4. Construction sector; 5. Transport and communication sector including storage; 6. Wholesale and retail trade sector; and 7. Services sector including finance, insurance, real estate and community services. 4 Refer to Khan and Sasaki (2001) for detailed method pertaining to construction of capital stock series and refer to for the series of data used in analysis and regional data problems. 
where, Y rt , Y rit = real values added at regional aggregate level and regional sectoral level i at time t, respectively. L rt , L rit = employed labors in region r and in region's sector i at time t, respectively. K t , K it = aggregate private capital stocks in the national economy and sector i, respectively. D r = dummy variable for periods and regions indicating the availability of public capital across the regions (before 1980, public capital, hypothesized, to be not available across the regions). G t = aggregate public capital stock in the national economy at time t. b r , b ri = unknown average shares of private capital stocks allocated to region r and region's sector i, respectively. The basic assumption in the specified production functions (1) and (2) is that the services from the public capital stocks are equally available to both regions, without reference to allocation pattern. (5) And the efficiency of labor in each region and in each sector depends on the private capital stocks allocated to that region. Letting the average shares of private capital stocks allocated to Region 1 and 2 are denoted by b r and 1 À b r , respectively, the private capital stocks allocated to each region are estimated as b r K t and ð1 À b r ÞK t , respectively. Since regional private capital stocks are not available, the average share of private capital stock b r , is also unknown and to be estimated. (6) Further, it is also hypothesized that the efficiencies of public and private capital stocks are different between two regions, which are reflected in the values of r and r .
For the subsequent empirical analyses time series data for the period of 1972-97 was used. We estimated the regional production functions both at aggregate and sector level for each region with a pre-assigned value of b r . The production functions were estimated by changing the value of b by 0.05 from 0.95 to 0.05: this implies that totally twenty regressions were estimated for each specification in each region. The estimation results were compared among twenty pairs of regressions for the two regions, and then the assigned values of b r and ð1 À b r Þ associated with the best pair (that brought about the highest goodness-of-fit under the significant regression coefficients) were taken as the estimates of b r and ð1 À b r Þ. On the basis of the estimate of b r , we could find how much average share of private capital stocks has been allocated to each region. Beside the aggregate public capital, it's different components are also used in the separate estimations, where ''G represents for aggregate public capital stock, G 1 : irrigation, dams and other agriculturerelated public capital, G 2 : roads, highways and other transportation and communication and G 3 : financial sector facilities provided by the government''. Results of estimation of Eq. (1) are reported in Table 4 .
The best results cited in the above Table indicate that the average shares of the allocated private capital are 90% to Region 1 and 10% to Region 2, when aggregate public capital stock G is used in the estimation. The coefficient of public capital stocks r i.e., the productivity of public stock is positive and statistically significant at a 1% level in both regions and the comparison of size of r indicates that public capital stock are more efficiently used in Region 1 than Region 2. The labor efficiency coefficients r are positive and significant at 1% level, in both regions. The size of r in Region 2 is grater than the one in Region 1, indicating that the allocated share of private capital is used more efficiently in Region 2 than in Region 1 so as to heighten the efficiency of labor input in that region. The coefficients of dummy variable r are positive and significant at 1% level in both regions, indicating/confirming that where public capital is available across the regions, it is used more efficiently. 5 Due to non-availability of regional public capital stock data we relied on the assumption that services from the public capital stocks are equally available to all regions, although this assumption does not represent entire reality but in the case of road, highways as well as network communication the regions can use and benefit from the same public facilities. 6 We appreciate the suggestions of an anonymous referee for trying more direct estimation method; as
where C r ¼ r ln b r and b r ¼ exp C r r
We already tried that method as well, and the problem with this method is that the restriction on the parameter b r that is, the average share of private capital between two regions must be unity, does not hold.
Equations (1-3) and (1-4) show the estimates of regional production functions using (G 2 ) component of public capital. The best estimation results show that the average shares of the allocated private capital are 95% to Region 1 and 5% to Region 2. The coefficients r are positive in both regions and statistically significant at a 1% level in both the regions and the comparison of size of r indicates that the G 2 component of public capital stock are more efficiently used in Region 1 than Region 2. The coefficients r are positive and significant in both regions at 1% level, respectively. The size of r in Region 2 is larger than the one in Region 1. Similarly the coefficients of dummy variable are positive and significant at 1% level in both regions. Equations (1-5) and (1-6) show the estimates using (G 3 ) component of public capital. The best estimation results in this case show that the average shares of private capital allocated are 90% in Region 1 and 10% in Region 2. In this case also the coefficients r and r are positive and statistically significant at a 1% level in both regions. The coefficient of dummy variable r are positive in both regions and statistically significant at a 1% level in Region 1 where as at a 5% level in Region 2. The coefficient of determination adjusted for degree of freedom ( R R 2 ) is high in all three cases. To sum up, the comparison of the coefficients r in two regions indicates that aggregate public capital stocks as well as it's two different components have positive and much stronger/significant impact on the output of the relatively advanced region comparing the relatively backward region. The comparison of coefficients r between two regions indicates that the private capital is used more efficiently in relatively backward region than in the advanced region, in either case using aggregate or components of public capital in the estimation. An interpretation is that the share of private capital allocated to backward region is very small (around 10% of total private capital) and thus private capital is scarce so it is used more efficiently in that region. As a result, the labor efficiency is promoted more in relatively backward region than in advanced region. Furthermore, the estimated r indicates that where the public capital is available across the regions, that is, there is no hindrance in the use of same public facility by the regions (especially the transport network, highways and motorway, communication facilities), public capital is used more efficiently.
It should be noted that we adopted a specific functional form of the production functions, with variable elasticity of substitution, so the parameters r in two regions cannot directly be referred to as output elasticity of labor or private capital stocks. (7) We thus, calculated output elasticity of labor and private capital for Eqs. (1-1) through (1-6) at the average values of each variable. Table 5 shows the output elasticities of public capital, labor and private capital inputs for comparison.
This result shows that public capital is more efficiently used and plays a much stronger/significant role in the production process of Region 1 than Region 2. A possible reason is that there are less economic activities and Table 5 . Output elasticity estimates of regional production functions. 
where L L and K K are average labor and private capital stock respectively. opportunities in Region 2 for using the public capital efficiently and effectively. Output elasticities with respect to labor input, when aggregate public capital is used in the estimation, indicate that contribution of labor to output is much higher in Region 2 than in Region 1. Similarly output elasticity with respect to private capital shows that private capital contributes more in production process in Region 2 than in Region 1.
Output elasticities with respect to public capital G 2 and G 3 are 0.25 and 0.27 in Region 1 and 0.12 and 0.14 in Region 2, respectively. Output elasticities with respect to labor and private capital input are much higher for Region 2 than for Region 1, and these values are rather robust regardless of different components of public capital.
At regional sectoral level we estimated Eq. (2), and results are reported in Table A·1 in the Appendix. (8) The average share of private capital in Region 1 is estimated to be 95% in manufacturing and transport sectors, 90% in agriculture, construction, trade and services, and 80% in energy sector. In all most all cases the aggregate public capital or its components have positive and significant contribution in the production process of both regions' sectors.
Output elasticity estimates with respect to the inputs for each sector in both regions are reported in Table 6 . In agriculture and trade sectors the output elasticities with respect to labor and private capital are larger in Region 2 while in manufacturing, energy and transport sectors output elasticites with respect to labor and private capital are larger in Region 1. In case of construction and services sectors these elasticities do not differ much between the two regions. Furthermore, it is possible to give an interpretation that private capital is used more efficiently to heighten the labor productivity in manufacturing and transport sectors in relatively advanced region while in agriculture and trade sectors, in backward region. In case of construction and services sectors, the efficiency in the use of private capital is more or less the same in both regions. The differences in elasticity indicate that production technology may differ between the regions.
Test of technological difference in production
To test whether the production functions in the two regions are identical or not, the Chow test is applied. In the specification of production function in (1) and (2), the null hypothesis is:
The alternative hypothesis is: respectively.
F-values for the Chow test are reported in Table 7 . It is evident that F-values are highly significant in all cases, regional aggregate as well as at regional sectoral level. It is therefore concluded that the production technologies are different between two regions.
The difference in production technology may be one of important causes of the regional income and regional labor productivity differences observed above. It is needed to investigate which coefficient in production functions differs more largely between the two regions. For this purposes the Dummy variable method is used and the following equations were estimated. Table 6 . Output elasticity estimates at regional sectoral level. 
in which,
That is, the effect of dummy variable measures to what extent the coefficients of production function in Region 1 differs from those in Region 2. Table 8 shows the estimated results of Eq. (3). Equations (3-1) (3-2) and (3-3) show the estimation results when aggregate as well as components of public capital are used in the estimation, respectively. The coefficient of D1 is statistically significant at a 1% level in cases of (3-1), (3-2) and (3-3) respectively, suggesting that the level of technology is different in two regions. Since the coefficient of D 1 is significantly positive, it follows that Region 1 has superior production technology than the Region 2. The coefficients of D 2 are positive and significant at 1% level in all three equations. This result indicates that the efficiency of public capital is significantly different in two regions, that is 1 > 2 , and thus, suggests that public capital is used more efficiently in advanced region. Similarly the coefficients of D 3 in all three cases are negative and statistically significant at 1% level respectively, indicating that the effect of private capital to heighten the efficiency of labor input is lager for the Region 2 than for Region 1, that is, 1 > 2 . Although the coefficient of D 4 is negative in the case of (3-1) and positive in the cases of (3-2) and (3-3), but statistically insignificant in all three cases, indicating the effect of dummy is same in both regions, that is, the effect of across region availability of public capital is equal between two regions (i.e., 1 ¼ 2 ). Table 9 shows the estimation results of Dummy variable model for each sector. The comparison of coefficients of D 1i in each sector indicates that, in agriculture and services sectors the coefficients are insignificant. Therefore, we do not reject the null hypothesis of equal production technology level between two regions. In most of other sectors the coefficients of D 1i are significant at 1% level, indicating difference of production technology between the two regions.
The coefficients of D 2i are statistically not significant in agriculture, construction, transport and services sectors, suggesting that the efficiency of public capital in these sectors is equal in the two regions. In manufacturing, energy and trade sectors the coefficients of D 2i are statistically significant at 1% and 5% respectively, indicating the efficiency of public capital differs in these sectors between the regions. The coefficients of D 3i in agriculture and trade sectors are negative and significant at 5% and 1% level respectively, suggesting that the effect of private capital in these sectors is higher for the Region 2 than for the Region 1, that is, 2i > 1i . In all other sectors the coefficients of D 3i are statistically insignificant, and we can conclude that the efficiency of labor is equal between the two regions in those sectors. (9) 
Regional Population and Labor
For regional population ratio we specified and tested several hypotheses but the results revealed that differences in income and growth rate of employment can not explain the migration behavior in Pakistan. As mentioned before, several studies in Pakistan, for example Ahmed and Sirageldin (1993) and Perveen (1993) found that migration in Pakistan is selective in terms of age and education, and are generally influenced by the job opportunities at the destination. Furthermore, factors like social customs, ethnic differences and cultural and tribal bondages work as restrain to mass migration. We thus finally, adopted the regional population function for the Region 1 as shown in Eq. (5), which is based on inertia hypothesis: that is, population in Region 1 depends on previous state. Job opportunity is proxied by the relative employment ratio between two regions in the previous year. Equation (5) shows the coefficient of inertia is positive and significant at a 1% level indicating population ratio in Region 1 is gradually changing over the time. The coefficient of job opportunity variable is positive and significant at a 5% level, indicating that relatively higher jobs opportunities in Region 1 give incentive to people to migrate from Region 2. Our findings are consistent with the evidence from earlier studies on Pakistan and other developing countries, as mentioned above.
Labor employment:
Labor employment ratio function is specified as given in Eq. (6) where labor productivity in a region is used as a proxy for regional wage rate. Regional sectoral labor allocation:
Regional sectoral labor allocation function for each sector is specified as shown in Eq. (7), where labor productivity in a region's sector relative to national labor productivity is used as proxy for regional sectoral wage rate. Estimation results for each sector in Region 1 are reported in Table A·2 of the Appendix.
System of Regional Econometric Model
We attempted to construct a regional econometric model based on our estimated regional production, regional population and labor relations and investment functions. The model aimed at both explaining the structure of regional economy of Pakistan, and helping to evaluate various government policies, especially the public investment policies, for reducing regional disparity among the regions.
Flowchart in Fig. 2 represents the main blocks and their interactions in the Pakistan's regional econometric model. Given the national population, public investment and bank credit to private sectors, the national sectoral investment is determined in the first place, and subsequently national and sectoral private capital stocks are determined. 
Where, d i represents the depreciation rate for sector i. We used the same flat depreciation rate for entire sample period. Furthermore, in sectors their respective flat depreciation rates are used in the stock functions.
estimates on b r and b ri the regional and regional sectoral private stocks are determined. Combined with regional secotral labor and national public capital stocks they determine regional and regional sectoral output, which is aggregated into national output. The current period's national output will affects next period's national investment and subsequently the regional private capital stock as well as regional labor and regional population. Ultimately in the next period output will be determined by next period's private capital, labor and public capital, and so on.
To evaluate the performance of this econometric model, the final test is carried out to calculate the absolute percentage error for each endogenous variable for the period of 1972-97. Absolute percentage error is defined as follows:
The MAPE (mean absolute percentage error) values for aggregate national and sectoral variables in Table 10 shows that the error associated with national GDP, investment and private capital stock are not so large. The errors associated with national sectoral investment are relatively high, while the error ratios for sectoral private capital stock are relatively low in agriculture, transport, trade and services sectors. The errors associated with aggregate regional and regional sectoral GDP as well as regional population and labor are reported in Table 11 , indicating that errors are relatively smaller at aggregate level than the regional sectoral levels, in both regions. Furthermore, the errors associated with regional-sectoral labor are also relatively small for manufacturing, construction, transport and trade sectors in region 1 and construction and transport sectors in region 2, as shown in Table 12 . In short, the mean errors of aggregate regional variables are fairly small, while the errors associated with regional sectoral variables are relatively large. With the shortcomings, the adopted structures of the model can be used to analyze various government policies for the regional economy of Pakistan.
Simulation analysis
We have noticed from the regional production analyses that regional private capital level is the most important factor, which determines the level of economic activities in a region and also affects the efficiency of use of public capital and regional income levels, and thereby interregional disparity. The simulation analysis aimed at explaining how the regional disparity and the efficiency of the national economy alter under various scenarios regarding the exogenous variables, namely the level of public capital, changes in bank credit to private sector and the allocated shares of private capital between the regions. The selected scenarios for the simulation are as follows: Scenario 1 (S 1 ): Increase the level of public capital (double G), while keeping the average share of private capital to Region 1, b to the estimated value (0.9), and Bank credit to private sector as fixed. Table A·3 through A·12 in the Appendix. The comparison of national GDP under alternative cases, as shown in Table 13 , for the selected years gives the following order.
In other words, increase in the level of public capital and changes in the allocated shares of private capital to regions, that is (b ¼ 0:80 and 1 À b ¼ 0:20z), will make more efficient use of public and private capitals in both regions and brings about a large increase in national GDP and per capita incomes of the two regions. Table 14 shows the level of disparity between two regions, under the alternative scenarios, and the comparison reveals the following sequence.
Scenario S 1 , increases national GDP to a large extent, but the per capita income disparity between two regions will be also enlarged. Under the given circumstances, Scenario S 3 , will be the best policy to increase national efficiency and to Table 12 . MAPE of regional sectoral labor (%).
Sector/Region
Region reduce the disparity of regional incomes. The comparison of above results indicate that regional disparity and the efficiency of the national economy are strongly affected by changing the allocation patterns of private capital between the regions and the level of public capital in the economy. Figure 3 shows the relationship between national GDP and the level of disparity for the year 1997, under the alternative scenarios. The comparison of different scenario suggests that the Scenario S 3 , is the superior than other Scenarios in increasing the efficiency of national economy and reducing the income disparities between the regions. Although, the disparity between the regions may enlarge with higher level of economic development until some threshold level, and beyond that development level it will reduce, over the time. The above result also suggests an inverted-U shape relationship between regional disparity and the efficiency of the national economy, which is consistent with the facts and observations in the literature. From the results of the simulation analysis we can conclude that the growth of public capital and the regional allocation patterns of private capital stock between the regions, significantly affects the national as well as regional incomes and consequently the interregional disparity.
There are several policy options which the government can use to encourage private investors to invest in less developed regions. One of such effective policy options is tax holiday for private investors in the less developed regions, for specified period, although that policy in the past has proved to be ineffective. In regional production analysis above, it was confirmed that the level of economic activities in a region largely depends upon the level of development and availability of basic infrastructure. Thus, the result that in the less developed region public capital has relatively weaker role in the production process implies that the less developed region faces insufficient level of basic infrastructure. The basic facilities like water, electricity, transport and communication etc. are prerequisite for productive economic activities. Thus a necessary condition to cure the regional income differences is to provide sufficient basic productive infrastructure in less developed regions. Given the provision of basic productive infrastructure, government policies to attract private investment in the less developed regions with incentives like tax holiday or preferential and subsidized credits, will bring about boost in the level of economic activities and will reduce the economic disparity among regions.
Concluding Remarks
This study attempted to analyze the role of public capital in regional economies and inter-regional disparity by constructing a regional econometric model for Pakistan. The efficiency of public capital and private inputs has been analyzed by estimating regional production functions at sectoral levels. Finally the efficiency of national economy and the issue of regional disparity have been analyzed. The main findings of the analyses are as follows:
1. The measures of regional disparities show that a sizable disparity in per capita incomes continuously persists among the four regions of Pakistan. The extent of regional disparities in labor productivity and employment ratio are also high and have increasing trend since 1982. In the case of two regions, the disparity in per capita incomes is relatively smaller because of specific distribution of population between the regions. 2. The estimation results of regional production functions show that about 90% of private capital stocks have been allocated to relatively advanced region and the economic activities are mostly concentrated in that region. Public capital has been contributing significantly in both regions. Nevertheless, it has been more efficiently used in the production process of Region 1 than Region 2. Since a small share of private capital is allocated in region 2, therefore, economic activities are also low and the use of public capital is not as efficient as in the case of Region 1. Further, since private capital is scarce in Region 2, it is used more efficiently so as to heighten the labor productivity. In other words, there is potential in Region 2 to grow i.e., increase production and income levels, if a higher share of private capital allocated to that region to stimulate the level of economic activities and make efficient use of public capital. 3. The tests of technological difference show that the two regions utilizes different technologies in their production process, and the difference seems to stem from the allocation of private capital and, as a consequence, from differences in the efficiency of use of public capital between the two regions. The regional production analyses conclude that there is significant difference in production technology, which causes the interregional economic disparity between the regions. 4. The estimation results of regional population functions indicate that relatively higher job opportunities give incentive to people to move from one to another region. 5. The simulation analysis shows that regional disparity and efficiency of the national economy are strongly affected by changing the regional allocation patterns of private capital stocks and the level of public capital. The analysis also suggests an inverted-U shape relationship between regional disparity and the efficiency of the national economy, which is consistent with the ground realities and the observations in the literature. 6. Although the performance of overall model is not very good, especially the error ratios for regional sectoral variables are relatively large. Therefore, the conclusions and policy suggestion should be used with care. In fact the main objective of this study was to explore the ways and devise methods to deal with regional issues, despite severe lacking of required regional data, and in this respect we have achieved the objective. 
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